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number eI1kctuaI, *hlilll ..........,..Ca '. I'......._d the eo.p.y is
over-e:ol1lctilll~ 591.5 IIIiIIicm per,... The CCJIIIIIIIIY will be dinrcted to reduce
rates by that amount.

B. Are 'riMtiel ...Priced Ielow COlt?

Co tIIIt .lIid ,........., ••, .i••• d., USWC JIR'POIId III8N

than doubling residlntilll1llll CMr 4,.., ... t:h.S' • JUIIII I.',,,,,q '•••.,.....
urban ratepayers. In the final year ofthe USWC proposal, uibaD ratepayers would pay 521.85 per
month for service and rural ratepayers S26.35. The current statewide averap rate for the service
is SI0.50.

USWCs OMlGOlt - wiIidI.,putI' the.-...,Niied· OIl~ the
Coanission - shows_ the COlt oflollll._is_..SS perlllODdl, Ewn if
the entire iDcleillElAtil cost or.. Rloop· - the .... D" did die COIIII8CUon betweE the .
central ofBce and the ......s...ephone whidllIIo,." speci-li-el
services, such as voiae IIIIiI, • WIll uloclllll"Yioe - is.1..rI to the local naepayer the price
covers that cost. n-1iIIIpIy is iIO local .w:. subsidy.

USWCs own data show little cost differeDce betweE .. rural &lid urb8n .-vice
territories. The Commissioll directs the Compay to eliminate extended area service surcharges
and establish a statewide ...... rate ofS10." pwlllDllth, ........... in effect today.
The S10.50 rate covers the cost oflocal nsidentiIl.mce and provides a substantial contribution
to shared and common costs.

Because USWC il~ the ComnaiIIicm is also oniering a number ofrate
decreases, for business rMeI, teII.mce, access ....... huntiaw service. This approach
targets rate reductions to .-vices where the rata are the molt aboft incremental cost." Briaains
these rates closer to incremental cost should sti-.date demand to the benefit ofratepayers and the
Company.

C. Competition

uswc ...... it"'to melt..i.......... competition with
sharply higher rates for nsidentiIl customers, and lower rata for Other, more competitive
services. While higher local rates simply .... F fI'.... by 1111 recJd in tbia proceedina. the
Commission agrees that the Company needs priciallaibility to I'IIpOIId to competition when it
appears. As a result, the Cm.Ii••i. is ......... eo....,. to..... rates for any
service it chooses. The rate let in tIIis order will be the top end ofthe bind. The Company may

"Incremental costs ofa siftIIe service do not include III)' shared or common costs that the
Company is alto entitled to 1'eCO'VW. Overall, the CompIIIIy's rates IIIUIt be lit above incremental
cost to avoid unlawfully taking its property.
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cheosemy IewIJ IilIoVe__ I 1111 COlt for tile .,...til...... Wtthin that ...uswc
may eMIle prices on_..,.....to _._Irs Cawlillion - euctIy the_1MJtice
as compedtors are ftlIIUiNd to.. Thislcui.'· the CI n.,.,die IIIiIity to en, .....
where COlwpedtion requiNI, wIIiIeNICI"" its aWIity to IIIiIe the ofcaptive CUItOmIrI. '
Ofcourse, the Comp.,. is ...,.6-. to pr.- _IICSc in caps uit CIIl prove
increased costs. The CGaniIlioD...juliId'".. review die CoIIIpaaYI ute ofblDded
rates to assure that they are not used in an improper marmer or incODSistent with the terms ofthis
Order.

D. Service 0ueIity

The Commission finds that USWC is providina service that is substantially worse
than that which the Company provided only. h,... .mer, at the beJinuing ofits AFOR..'
The Commission's frequent and consistent attempts to achieve improvement in service quality
have been unsuccelSful. We find I1IIjor problems widl tile COIIIpIIly's ability to install service
when needed and its ability to provide repair service when needed, Clused in part by lack of
facilities and in part by restructuriDa and downsizing.

The COJIIP8Ys inlbility to 1-.t itllJIlIic ..-vice~ hurts iBdividuaI
ratepayers and it hurts the ...economy as a wfteIe. This cOIIIIIIiIIioD his DOt micro-DIIIIIJId
USWC'sre-en~ and relBUeturiJIa dfortI.IM dees DOt .... to do 10. We are COIICIRIJd
with results. To that end, we arc orderiag the COIIIpay to provide customer Iel"Vice ......
programs and reducing the Companys return on equity by 0.5% to the low end oftbe reasonable
range, to reflect the level of service it is providing and provide incentive for improvement. We
also are orderins improved~. quality ..weja~ and ctiIIIlowina maJIIPIDeDt team
and merit awards that are DOt dearly and directly IiRIced to meetiDI..-vice quality taraets. WIteD
the Company can demoMtrate that it is providing adequate service, it may petition to lift any or all
ofthese requirements.

The Compaay.. arped tMt it cuaot iIMIt in Wuilinaton state because of
uncenainty about its future ability to recover its capital i11vestment. Ex. IOI-T, p. 13. The record
in the case demonstrates this to be unfounded. Under the AFOR (January 16, 1990 to December

'The protection thus accerded captive customers will btber the public policy goals enunciated
by the Legislature in)lCW 10.36.300, especially:

t,(4) Ensure that rates for noncompetitive teIecoftmmications services do not
subsidize the competitive ventures ofregulated telecommunications companies(.]"

'It is unfortunate that the Commission's att_ptsto reduce the replatory burdellS on USWC
appeared to result in tke violation ofone ofthe most important coaditions for approving an
AFOR, that it t1[w]ill not..ut in a degradation ofthe quality or availability ofefticient
telecommunications services[.]" RCW 80.36. 135(3)(e).
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31, 19M),' die eoa'IBy" __._we.lJ"..ofl'ltUm, .. it ...iPed
...proIts ofS77 N."_ it.. CUll

o

• iIru taIL .1IId reduciaI- -II
levels of.... :1. its _ .0,. ia ....rI· ._ the ea.p., is
...... fads by ".na'''' in die _provide -i 1eYeIs of.w:e to
the harm ofils au-..~. III diI 0nIIr we dIe~ to l'ICO\'eI'its
proper costs ofOpel'".. to am a of its iawtta-m.

Our order does not live USWC III it WIDtS. 1DIteId it Jives the Company what it
needs: fair rates baed on the CompaDy's actual COltS, peIItIy incrnnd ftaibiIity to lower prices
to meet market requirements. and meaninsful incentives to improve service quality.

PMTlWO;

IIEARlNGS: The CommillioD .......__ days ofpublic _ ..to
receive·testimony fi'om CUItOlMI'S ofthe COllIpIII)' OIl tile proposed rate~ in Port AnFles.
Tacoma, VIlftCOUWll". 5eatde, VIIdIna, SpIt os, __ The eo.PiMjcm held sixteen
days ofevidentiary m Olympia for r em ofteltimony and
exhibits ofthe perties to ttIis pre...... The hi ...., held befbre Chairman St.roD L.
Nelson, Commissioners Rithard HemItId and William ll. 0iUis. and AdmiRistrative Law Judps
C. Robert Wallis and Terrence Stapleton.

APPEAItMlfCBS: USWC was "'111'" by Edward T. Shaw, Molly Mutinp.
and DouaJas N. Owens, &eo...., U SWElT, _0, SeIItJe, IIId Sherilyn Peterson and James M.
VanNostrand. attorneys. Perkins Coie. SeMde; Stlft'ofthe W.....on Utilities and
Transportation Commission (Commission Staft) by Steven W. Smith and Greaory 1. Tt'IUtmID,
Assistant Attorneys General~ Olympia; Public COUJIIeI by Robert Manifold and Donald T. Trotter.
Assistant Attorneys GefterII. Seattle; Wuhil"~dentTelephone As8ociation (WITA) by
Richard Finnigan. attorney. VandeberJ Jo.... .t o.ttara, Tacoma; GTE Northwest, Inc.
(GTE), by Richard Potter, A. Timothy L. WUIiauon, ad Tnnothy 1. O'ComeJl. corporate
counsel, Everett; PTI Communications, Inc. (PTI), by Calvin Simshaw. corporate counsel,
Vancouver; Electric Lishtwave, Inc. (ELI), by Ellen Deutsch, corporate counseL Vancouver;
ATaT ofthe Pacific Northwest, lac. (AT~T), by.1IIiel W...,... 1IId 0rea0rY Kopt&,
attorneys. Davis Wright Tremaine, Seattle. IUld S.... Proc&or, attorney. ATaT, Inc., Denver.
Colorado; MCl CommunieatiOllS, Inc. (MCI), by Sue WeiIke, corporate counsel, Denver,

71ft the "AFOR"~ an aI1emate form of that the Company and the
Commission agreed to in 1990, the Ccmaw-Y 'MIl of_~ COI'IIbailltl and
allowed to earn and keep in .... ofils~ ill.... for shariag excess
earnings with customers as directed by the COIIIIIIisIiOll. The customers' ihare largely was applied
variously to refunds and to reduce accumulated depreciation.
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Colorado, Robert MiclIaoII, JItiuIs • JIIdIt, LLC, I.al.c, CaIIIwIo" lid CJr* Madvw,
attorney, Miner, Nash, WteIIIf, Hater et c:am., S.1."; Sprint Co8auDicatioDS Company L.P.
(Sprillt) by 1IIIa L......~ .11• ..., ..MIllo, C..».,.bWnt ofInfonnation
Services (DIS) b, I.e...,.MInus, ....,.~G...... OI)..~ DIpIa-..at ofSocial
1Ild!Wth Services (DIllS) '"1AIIie IIinIII0 m, •.te I ••• MillIf~ Olympia;
~ orD. Lol .. " ..........A. liu(8OlN'lA) by ..,.A. ...., trial
atta'IIIy, ArtiftBton, ViIIi.II; Bet nor. Tel IE .11._. (B'I1), bya.a~, ememal
aftiIirs director, Minaleapolis, MiIDIota; Mualtm.,."t_~.._ (NWPPA) aad
Metronet Service Corporation by Brooks Harlow, 1UorMy,~, Nub, W..-, Hapr 8t
C..... Seattle;~AllDciation of..... P..... (AAIP) lIy....d L. R.oseman.
attorIIIa)'. ·J!wr...r.-.& ....... In*;'" Tllnl.T 1.......,.,..Antoc::i8tion for
Cost-bated and EquiIIbIe Rates (TAACEIl) by ArtIaar A Buder, 1tteI'IIey, At«W~ Seattle.

.......... ......,: OIl '-"" 17, 1915, USWC"...die COIIIDIi.lion,
under Advice Nci~261 '.T, nMIioas to its..-ly • ni~T.- WN V-30, -31,-32, with a·
stated effective..of~21, .995. 1118 •• 1••• " of.....,.._ is ..__
increase in the Companys reveaue oflpPJ'Ollimltely 595,301,836 for 1995; 522,602,147 for
1996; $46,785,542 for 1997; IIId S39,923,697 for 1991; thetotal_1I1 reveaue increase
requ8tld. phued in CMI'...,...,.., is .'111 i ntlty S214,613,922. On March .8, 1995,
the ComMissiOIl at its~1ChIduIed... )IIIIIiC .018.. _.,••dld the opeI__ oftbe
tlrift"NYitions ,._...... to deteiJniBe whedter thepr'"wift'revilions are fiir, just,
reasonable, and sufficient.

A March 14, 1995 Noticeof~ ... pniI... ceafI:reBoe for April 6.
1995, at which time procedural aspects ofthe pf'OC*dma were determined, including invoking the
discovery rule and ....... a .....fur""''' era. II .g ... testimony. The
Commission entered aProtectiw Order .,.... the cIiJcIosun ofproprietaryIud confidential
infonnation in this proceedi. on April24t 1995.

The Conniaion COIMned a pleh..... caafereDce 011 October 12, which was
continued to October 17 and then to October 19, 1995, to nIJCIive cnIl1p11le11t on moUODS filed
by USWC and Commillion Id: At the preDl." c:enfenDc:e, USWC orally IDOved to COBtiaue
the baring schedWe to penDit the parIies to ..... iD........- diIQIIIiou. The COIIIJNII1Y and
Commission Staffbelieved that settlement ofsome or all i_wu poIIiWe iftile parIies were
given adequate opportunity to devote sufficient time and resources to mutually beneficial
resolution ofissues.

An OctoBer 19t 1995 Order oftile Com- ·1.......... USWC's orallllOtion
stIItiDI"[w]e continue to belieYe that those dife&tIy affected by the outcome ofmattes before the
COIIIIIIiaion are in the ·Dest pesition to protect..own.... tIIIroItIh DeJotiation lad
alternatives to litiption." The Order was ",,"i_.,.USWC's .....-at to certain coBClitions
which included prOQeediRI with the public~ ....... on -.i. qllltity __ • Olympia
on November 9; a deadline for filing stipulations or a settlement ......; exteadiDg the
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AJ..., .., ItNONIrof_CM ·.I·I.N••JwcI_.......~of
USWC aftd COIIldillilllllll:· TIleC..i.i........ USWC.~ to compel AT&T to
respond to ......... 1111 ..10 __•••..,atATeT••• DillIe Toomey, but ct.iedits,..... to acIude...i-......"'1IIe Noitlu. ,."..•• AIIeciatioD ad to
exclude "yeIIc7w ,........ • hID tIIiI ,,_111· I The C.a the Statfmotion
to exclude cer1lliD .......ioIl~ fhml ca_illelation.

The Co: .. t conckacltei 16 .,. ofnhlt [diM!)' ....fills, for~on
ofpreftled testiJilCMy" 01_ JIIII'liII, ..Nos ,. 9, 1995,~ J-...ry 8,
1996, IIId COfttinuiaI for 15"'. TIle Con. '1liln..R" und by 52 expert witDeI., whose
testimony required approximMeIy 4,200 paps oftrUlaipt. The)*ties were pennitted to file
5eJIII'* Iftd~.............--..,,..., 23, 1996, lad revenue
requirement issues:by MIrcdll, 1996; ,.... 'WIre IIUoMId••.-w."briefs no later thin·
five dlys fbliowinllldl bftefdeIdIiae. The eo:_.OIlISOrder is due BOt later than Friday,
April 12, 1996.

• ..-i t 1 11... TlIec.-i...1dIeduJed IIYeII public
heuinpfbr receipt oft••III•.,. of_,..... follows: Port ADples on
September 25; T.... em ~ILI 26; V.-oIMr OIl S...... 27; SeauJe on September 28;
Yakima and Spokane on October 2; and Olympia on November 9, 1995. The Commission was
addressed by nearly 115 individuals and many more attended the hearings to express their position
on this proceeding by virtue oftheir .........

The e.......Me...... tile..., .li••• who speke in oppoIition to the
level.-efthe proposed rate _I"'~•wei. tile ..... -.0 ubd for fair treatmmt for the .
Companys needs. What the Commission did not ..-ct WII die ... outpouring ofcitizens
decrying the poor service accorded them by USWC. TheBe individuals related their experiences
with USWC missi• ..,....._ for IeFYice..'IIItioD, in __at... repeatedly, or the
ccnpIete inability ofUSWC to cWiYer &ciJides to~ any .... at all. Others described
their eDqH:riences with at......,. iIll"8ltOrinll8l'Yice Howin@ III outage. Elsewhere in this
Order we discuss service ftIIuNs .,.,..... by Irdemet -.treprmeurs, large companies, and
telecommunications compIfty ClIItOII-. ofUSwe.

With either eatIIe ofpoor service, customers were frustrated with their experieDces
attempting. to contact USWC IIId seek information on the status ofordered· service or reports of
service outage. MaRy~.d...a. the IiIIiIar ofphoDe cds to USWC being
routed to different service --.. in UlWCs ....~ during the same phone call
but uch time with multi,.. GIll ••"" ......., &om MiImeIpelis to Salt Lake City to Denver
to Phoenix. ADd oft. til." -.ftterId ....,..... who .. DO record oftheir service
ord...-or request forreplir ...., DO if6trn-. .........-ure or cause ofdelays being
experienced for either complaint, and who were themselves ftustrated Mel simply unable to be of
assistance.
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USWC attended each public hearing with Company representatives from various
operational areas who met after the hearings with individuals expressing service complaints.

PART THREE:

SERVICE QUALITY ISSUES

During the Commission's hearings for public testimony, conducted in seven cities
around the State, customers repeated three themes time after time: the inability to get timely
installation ofservice - or in some instances, any service at all; delays experienced in getting
service restored following an outage; and opposition to the magnitude ofthe proposed rate
increase. The Commission scheduled a special hearing session to address customer service
quality and soughtinformation from top Company executives responsible for service.

This order segment begins with an overview ofservice quality problems in this
state. It is followed by a discussion ofthe parties' recommendations on customer service issues
and the Commission's decision.

I. Service Quality Problems

. In January 1993, the Commission adopted rules establishing a minimum level of
service quality to be observed by telecommunications companies providing service within this
state'. These service quality standards and requisite service quality perfonnance reports, when
coupled with other service requirements of Chapter 480-120 WAC,' are designed to ensure all
consumers oftelecommunications services in this state timely installation and reasonable
continuity of service, uniformity in the quality of service furnished, and safety ofpersons and
property.

The Commission Staffbecame aware ofa significant and disturbing trend in
service quality degradation for the Company beginning in 1991. The number of informal service
complaints reported to the Commission increased dramatically in the years 1992-1994, and appear
to be escalating to an all-time high in 1995. These complaints largely address inability to obtain
service in a timely manner, and undue delay in restoring service outages.

, On January 27, 1993, in Docket No. UT-921192, the Commission adopted WAC 480-
120-500,-505,-510,-515,-520,-525, -530,-535; the rules were filed with the Code Reviser on
February 26, 1993, and became effective on March 29, 1993

9 Included among the more pertinent rules in this regard are WAC 480-120-041,
Availability ofinformation; WAC 480-120-051, Availability ofservice-Application for and
installation of service; and WAC 480-120-086, Adeguacy of service.
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The Commission Staffduring this timetrame, principally through the Commission's
_Consumer Affairs Section, diligently pursued not only resolution ofindividual complaints but also
sought to gain the attention and support through ever-escalating levels ofUSWC's senior
management in an attempt to reverse the trend. The Company constantly reassured Commission
Staff, in meetings and in written communications, not only ofits commitment to service quality,
but of its intention to resolve permanently its service quality problems. Ex. 102-T, pp. 17-19; Ex.
107, 108, 109. The Company has been delinquent on both counts.

Commission Staffbelieves its attempts over the past several years to negotiate
improvements in the Company's service quality informally and cooperatively have failed. It argues
that the Commission must therefore take affinnative steps to address service quality issues, relieve
the burdens on consumers engendered by poor service, and stimulate responses by the Company
which will permanently resolve service quality problems in this state.

The Company's senior management has consistently pointed to unanticipated and
unforecasted access line growth for its service quality problems. Ex. 107, 108. However, the
testimony in this proceeding paints a picture ofcauses deeply-rooted in USWC's re-engineering
and restructuring efforts aimed at reducing costs (Ex. 102-T. pp. 16-17), and reduced investment
in Washington State infrastructure improvements (Ex. 101-T, p. 13, 11. 16-20).·

USWC has undertaken simultaneously a massive re-engineering and restructuring
program to revamp and consolidate operations and reduce costs. The re-engineering effort
involves the design and implementation ofnew computer-aided systems and programs, replacing
paper and manual handling of infonnation, to increase efficiency and create opportunities to
enhance productivity and expand the number offunctions performable by one employee during a
single customer contact.

This re-engineering effort included the consolidation of service centers. This
consolidation resulted in significant reductions in this state ofpersonnel familiar with the intrastate
network and facilities -- a 30% reduction in engineering staffin Washington in just two years (TR
1007). The Company experienced significant errors when paper records containing faulty
inventory of facilities were manually posted to electronic databases in the new systems;
Washington State records at the time ofentry into the new databases were apparently poorer than
average, which the Company hopes to resolve in mid-to-late-I996. (TR. 1007). Finally, these
new computerized systems, while a significant technological leap over former manual systems,
were intended to be a transitional step toward an even more automated engineering tool.
Unfortunately, this more sophisticated tool was to come on-line in third quarter 1995, but its
complexity was so overwhelming the Company now projects an on-line date no earlier than
sometime in 1997. (TR 1029-1030).

The Commission believes the Company's restructuring and re-engineering efforts
may well be appropriate in an emerging competitive environment. USWC has made tough
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decisions and moved decisively to implement those decisions. The transition has been difficult for
all concerned - the dislocated employees, the management struggling to bring new systems and
programs on-line with little lead time, the employees attempting to master the re-engineered
systems, at times with incorrect or inadequate infonnation available to them, and in some
instances without sufficient training, and the customers experiencing newly re-trained employees
who with their inability to use the new systems successfully are as frustrated as the customers
who are getting no satisfactory resolution of their problems.

USWC's Washington Vice President Dennis Okamoto admits that the Company's
re-engineering effort has contributed to service quality problems. (TR 717-718). He also
acknowledges that its employees are still on the "learning curve" in terms ofmastering the newly
re-engineered systems, and that process may take up to another year to complete. (TR 714-716).

The Commission expects, as Company witnesses represented, that once the "bugs"
are eliminated, all ~stems are available, installed, operational, and in the hands ofa qualified and
trained work force, USWC will provide and its customers will experience the level of service to
which they are entitled. The improvement however has yet to materialize.

The fact remains that USWC has failed to meet its minimum service obligations,
failed in dramatic and painful ways for all classes ofits customers, and failed increasingly, year
after year.

USWC witness Dennis Okamoto testified that a hostile capital structure and capital
recovery environment in this. state has led the Company to reduce its Washington investment, and
has led in tum to shortages ofnecessary facilities. lo The record confirms that the Company's
capital investment has fallen in Washington and continues to lag 1992 levels. The record shows
that ihe Company earned a return ofup to or exceeding 11% during the five years of its
alternative form of regulation (AFOR) and kept over $77 million in excess earnings. The record
also shows that the Company was significantly reducing its capital investment in this state during
those same years.

Commission Staff notes the Company's Form M Annual Report to shows that new
investment per year in Washington declined from $354 million in 1992 to $268 million in 1994, a
decline of$86 million. Ex. 125-T, pp. 9-10. USWC witness Okamoto testified that the Company
likely will have spent over $330 million on capital expenditures in Washington in 1995. TR 550.
This level still represents a decline over 1992 investment, before accounting for inflation. The

10 Mr. Okamoto, in response to questions from AT&T, acknowledged that internal
competition for funds for capital investment purposes is keen, and that the payment of 100% ofits
dividend to the parent company, U S WEST, Inc., has resulted in substantial investment overseas
and domestically outside its service territory. Mr. Okamoto asserted that "[t]he shareholders
demand that managers of the business invest the capital dollars appropriately and where they can
get the best retums[.]" (TR 729-732).
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same Form M shows that depreciation expense has increased from 5226 million in 1992 to 5301
million in 1994, a $75 million increase. Ex. 125-T, p. 9. To the date offiling ofits testimony in
this case, Staffnotes the Commission has authorized in 1995 additional adjustments to the normal
depreciation reserve accruals ofmore than 530 million.

n. Held Orden and Service Interruptions

A. Complaint Levels

Commission Staffpresented a study quantifying the number ofinformal service
complaints being filed against USWC, and the number ofresulting Commission rule violations
from held order and service interruption complaints.

When compared to other local exchange companies (LECs) in the 1989-1994 time
period, USWCs growth in access lines was comparable to other LECs only in 1991, and was less
than other LECs for the remaining years in the study period. In all years but 1989 and 1990,
USWC service complaints and rule violations per 100,000 access lines far exceeded those ofother
LECs. The Company did not substantiate its representations that growth is the root cause ofits
service quality problems. Ex. 103, 104, 105. Likewise, when compared only to itself in the 1989­
1994 time period, USWC service-related complaints and rule violations show dramatic growth,
indicating not only service quality deterioration, but continuing deterioration ofunprecedented
scale. Ex. 106.

Several exhibits illustrating trends in service quality identified in the Commission
Staffstudy are reproduced in this order. 11

.'
In January 1995, Mr. Okamoto committed to corrective actions aimed at

eliminating held orders and service interruption violations by April 1, 1995, reducing total 1995
complaints by 30% over 1994 levels, and reducing total 1995 rule violations by 75% in 1995.
The Company showed some improvement between January and April 1995, but in May through
August 1995, both total numbers of complaints and rule violations increased substantially. Ex.
110, 111, 112, In, As ofAugust 1995, held order and service interruption complaints were at
their highest level and were continuing to increase rather than decline, Ex. I02-T, p. 21.

11 Four ofthe exhibits are labelled "Rule Violations." However, this assessment is based
upon Staffs analysis of recorded complaints, and does not represent a determination by the
Commission after notice and an opportunity for hearing, that USWC has violated the
Commission's rules.
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B. Rule Violations
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Service quality complaints involving held orders and service interruptions largely
reflect violations oftwo Commission rules. WAC 480-120-051 requires that if, prior to an
agreed-upon date for installation ofservice, it becomes apparent that service cannot be installed as
agreed, a company shall promptly notify an applicant of the delay and the reasons. Commission
Staff reports a significant increase in the number ofinformal complaints where applicants are
provided in-service dates by USWC, the installation is not completed as agreed, and applicants are
given no notice that the date will be missed nor an explanation why the installation was missed.

WAC 480-20-520 requires that all reported interruptions ofservice shall be
restored within two working days, except interruptions caused by emergency situations,
unavoidable catasttophes, and force majeure. Again, Commission Staff notes significant increases
in the number of informal complaints regarding restoration ofservice in the required timeframe.
Based upon customer complaints and Company responses to informal service complaints, Staff
believes failure to meet installation and repair obligations is due primarily to reductions in
technical and engineering work force. Ex. 102-T, p. 15

A majority of those testifying at public hearings around the state related personal
experiences with poor service quality - repeatedly delayed installation ofnew service, often
without prior notice, and unreasonably delayed restoration of service outages. This testimony
tracks the nature ofthe service complaints received by the Commission during the preceding four
years.

• C. Recommendations Addressing Service Ouality Problems

A disagreement exists between the Company and Commission Staffover what
constitutes a "held order" resulting in a rule violation. WAC 480-120-051(1) and (2) prescribe
for all local exchange companies the explicit conditions for the installation of primary exchange
access lines. 12

12 WAC 480-120-051 reads in part as fonows:
(1) As measured on a calendar monthly basis, ninety percent ofa local exchange

company's applications for installation of up to five residence or business primary exchange access
lines in any exchange shall be completed within five business days after the date of receipt ofthe
applications when all tariff requirements have been met by the applicant or subscriber. In those
instances where a later installation date is requested by the applicant or subscriber or where
special equipment or service is involved, this time period does not apply.

(2) Ninety-nine percent of all applications for installation of primary exchange access lines
in any exchange shall be completed within ninety days after the date of receipt of the applications
when all tariff requirements have been met by the applicant or subscriber.
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First, under its system ofrecord-keeping, the Company reports to the Commission
the monthly total of orders held at a given point in time. The Company asserts that once an order
is completed the record is deleted. The information is not reported in a detail that permits
Commission Staft"to detennine the length oftime any individual order was held by the Company.
Thus, Staff cannot determine, for example, that in a January 31 report of200 held orders the
Company also had 700 held orders between January 1 and January 29 that were held longer than
five working days but completed prior to the reporting date. Second, it is the Company's position
that "primary exchange access" involves m the first line into a premise and that additional lines
are not covered by the rule, despite the rule's clear directive that "up to five residence or business
primary exchange access lines in any exchange shall be completed within five business days" when
all other conditions ofthe rule are satisfied.

Commission Staffrecommends that the Commission require USWC to provide
monthly service order reports which, at a minimum, include the folIowing information by
exchange by class (ifservice:

The number ofall orders for primary exchange access lines received
in a given month;

The total number oforders held beyond five business days,
identifying the number not requiring special equipment or service
and the number requesting a later in-service date; and,

The cumulative reporting of all held orders until service is installed
and in working condition.

The Commission will order the record-keeping and reporting requirements
recommended by Commission Staff These measures will provide infonnation sufficient to permit
verification of compliance with WAC 480-120-051 and afford the Commission the opportunity to
pursue enforcement for violations ofthat rule.

Commission Staffwitness Spinks recommended that the Commission order USWC
to provide customers with cellular phone service when ordinary service cannot be provided within
30 days. Specifically, if customers are required to wait more than 30 days for service over
Company facilities, the customer would be provided with cellular service, using a carrier of the
customers choice, at the same rate the customer would pay for the Company's service. The
Company would pay the difference up to $150 in cellular service per month.

In its response to Bench Request No. 13, filed on February 12, 1996, USWC
informed the Commission that it had recently introduced a service guarantee program throughout
its 14 state service area. The program includes:
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1. Service orders held over five business days, but less
than 30 calendar days, will receive an installation
credit of S31.00; the customer will also be offered at
no cost a Market Expansion LinelRemote Call
Forwarding service which includes assignment ofthe
new telephone number, a USWC calling card, and a
directory listing~

2. For service orders held more than 30 calendar days,
Washington customers will receive either a credit for
Basic Exchange Service ofSlO.75 for month or
partial month the order is held, or a cellular subsidy
payment ofS105.00 for the first month and 575.00
for each additional month.

PAGE 23

The Company indicated it would begin offering the new service guarantee program in Washington
on March 5, 1996.

The Commission will order implementation ofa customer service guarantee
program along the lines of that voluntarily proposed by the Company, but with modifications, to
be effective immediately. Specifically, the program will include the following until modified or
discontinued by Commission order:

1. For service orders for up to one residential and two
business primary exchange access lines in any
exchange not completed within five business days:
USWC will waive installation charges, and credit the
basic monthly rate; provide at no cost Market
Expansion Line\Remote Call Forwarding service
which includes assignment ofa telephone number, a
USWC calling card, and a directory listing; and

2. For service orders for up to one residential and two
business primary exchange access lines in any
exchange not completed within 30 calendar days:
USWC will offer a subsidy payment for cellular
service at the rate of up to 5150.00, less the
recurring monthly rate for the local exchange
service, for each month or partial month the order is
held (and provide a cellular telephone) or voice
messaging service or paging service or remote call
forwarding service at the customer's option.
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m Other Service Failures

A. Large Customers
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TRACER witness Bookey recounted service problems experienced by six large
USWC customers, mostly relating to provisioning ofnew digital facilities which he claims
generally takes from three to six months, but in many instances as long as one year. These
customers range from Fred Meyer Stores, which claims~ retail store in USWC's service
territory has had significant problems. to the University ofWashington which reports major
problems with 1) trouble reporting, 2) service order processing, 3) ISDN and high capacity
service provisioning, and 4) engineering. As troubling as the delay itself, for many ofthese
customers, is communicating with USWC service personnel who are described as frustrated and
inexperienced, who are frequently rude, and either fail to call back or leave customers on hold for
long periods.

The placement oftrouble calls to USWC which used to take a few minutes now
may take from 1/2-hour to days. Inexperienced customer service stafflack sufficient technical
knowledge to input trouble reports properly, resulting in faulty and insufficient information in
USWC's trouble ticket tracking system. When engineering staffdiscover inadequate or inaccurate
information, trouble tickets are closed and reported as a customer problem, requiring customers
to re-start the whole process with a new trouble report

B. Internet Service Providers

The Commission held hearings in seven cities around the state, and in all but two
cities the Commission heard from entrepreneurs attempting to launch or expand Internet service
provisioning businesses. Their experiences with obtaining Integrated Services Digital Network
(ISDN), T-1 services, and other relevant services and assistance from USWC were varied, but all
were unsatisfactory. The Company informed an applicant in Port Angeles that ISDN service
would not be available in the immediate future, ifever; while in Vancouver an applicant who was
told facilities and services were available to serve his proposed business location was denied
facilities and service for so long that his venture capital had been exhausted and he faced the
prospect of bankruptcy, having never been connected to the network at the location from which
USWC had guaranteed its network was capable ofserving his needs.

The Commission heard similar stories ofrequests for ISDN and T-1 service being
met with indifference and delay in each ofthe other cities where Internet service providers
testified. The similarity ofexperience of such entrepreneurs in all comers ofthe state from Port
Angeles to Yakima, from Vancouver to Seattle, and the similarity. of complaints about USWC's
treatment of subscribers and attitude toward this growing segment ofthe economy is as disturbing
as the Company's held orders and rule violations.
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The Company's apparent indifference and the undue delay experienced by these
start-up enterprises left one Internet service provider at the Olympia public hearing to speculate
whether USWC was intentionaUy repressing growth ofnew Internet service providers in
anticipation ofUSWC's own entry into this line ofbusiness. USWC witness Okamoto, in
response to a question from Commissioner Hemstad, indicated the Company would launch its
Internet service in six-ta-nine months, but anticipated no facilities problems with the Company's
own service. (TR 755). Chairman Nelson queried Mr. Okamoto for his reaction to the public
witness' speculation about motive, and was told the Company was experiencing trouble providing
high capacity services to everybody, and the Internet providers have simply been caught in this
service failure. (TR 770).

c. Telecommunications' Company Customers

The telecommunications company customers ofUSWC also presented testimony
on the deteriorati~g quality of the Company's services. AT&T provided testimony on two
standard measures ofperfonnance - on-time delivery and circuit failure rate - for special access,
which it characterizes as the most readily quantifiable services to provide. Comparing USWC
with the other six Regional Operating Companies (ROCs), the best service provisioner met
installation deadlines 99-1000.10 ofthe time, depending upon the discrete service, while USWC met
its commitments 74-94% ofthe time, again depending upon the service. AT&T "footnotes" its
statistics, first by noting USWC's steadily declining performance during 1995, and second by
commenting that where other providers may miss a delivery date by a day or two, USWC misses
by weeks, even months. In some instances, AT&T requests for service in January-February 1995
had not been completed in August when its testimony was filed.

AT&T suggests a fully competitive market is the best solution to service quality
probJems, arguing performance standards and service quality reporting serve only to quantify not
resolve problems.

Electric Lightwave, Inc. (ELI) complained ofsix general problem areas with
USWC service provisioning: (1) use ofa single account representative, despite its growing
volume and complexity of service needs; (2) slow entry, sometimes up to days or even weeks, of
ELI orders into USWC's computerized service order entry systems; (3) insufficient experienced
personnel to complete installations on a timely basis; (4) inaccurate or incomplete facilities
database and physical installation problems; (5) service order tracking and status and update
reporting; (6) inability to engage in cooperative joint testing and failure to notify of completion of
installation.

ELI requests the Commission order USWC to modify its tariffs to provide service
credits for all delayed service order installations.
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"

The Commission will order USWC to implement a program of service credits for
all delayed service orders. We agree with ELI that, like the service guarantee program ordered
above for customers ofresidence and business primary exchange access lines, the specialized
business customers and telecommunications company customers ofUSWC are entitled to
reasonable service order installation guarantees.

The Commission therefore will order USWC to implement the following service
guarantee program for all service order installations other than primary exchange access lines, to
be effective immediately, until modified or discontinued by Commission order:

1. For all mutually agreed upon installation dates for
which service is not completed as.ordered, or the
ordering party is either not notified the service is
completed within 24 hours ofinstallation or the new
date for the rescheduled installation prior to·actual
installation, USWC will waive all non-recurring
charges for the servicels to be installed; and

2. For every three week period and partial period ofup
to three weeks (i.e. 1-3 weeks; 4-6 weeks; 7-9
weeks; etc.) the ordered servicels is/are delayed,
USWC wilJ waive one month's recurring monthly
charge for the servicels to be installed.

IV. Revenue Requirement Adjustments
.-

A. Lost Revenue Adjustment

Staffwitness Beaton recommends an adjustment, as shown in Ex. 704, MLT-5, for
held orders during the test period; the amount ofthis adjustment is calculated using average
residential and business bills as demonstrated in Ex. 60S-C. The adjustment increases test year
revenue by $510,241 and net operating by $325,593. Ex. 114-T, p. 24. The adjustment is
premised upon the assumption that, had the Company not experienced extraordinarily high levels
ofheld orders during the test year, services would have been installed and generating revenue for
the Company.

USWC contests the adjustment. USWC witness Okamoto contends that the
Company currently meets minimum service quality requirements. Additionally, he contends that a
revenue reduction ofSO.5 million further depresses funding ofnew infrastructure deployment in
Washington. Ex. 101-T, p. 7
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The Commission rejects the adjustment proposed by Staff. The current status of
record-keeping and reporting ofheld orders makes it difficult to accept with confidence the link
between an average month's held order number and loss ofspecific revenue. In addition, Ms.
Beaton does not offset asserted revenues with the costs associated with providing service.

B. Team and Merit Awards

Ms. Beaton also proposes disallowance ofpart ofthe incentive pay associated with
the Company's Team and Merit Awards program. Specifically. she recommends disallowance of
that portion ofthe program for Customer Service Measurement (CSM) amounting to a $L3
million reduction in test year salary expense as shown in Ex. 670-C. RSA-13. The adjustment is
premised upon poor customer service related to deterioration in overall levels ofservice quality.

The Commission's treatment ofthe Company's Team and Merit Award program is
discussed in speci~ detail in the revenue requirements section ofthis order.

C. Management Salary Increase

Staffwitness Spinks proposes to disallow recovery of test year and pro forma
management salary increases. Ex. 602-T. pp. 18-19. The adjustment as shown in Ex. 730-C.
MLT-25, would reduce salary expense by $7.6 million in recognition ofthe failure ofCompany
management to provide an adequate level of service quality. Mr. Spinks contends that the
Commission could provide an incentive to the Company to provide better levels of service by
allowing it to seek increased rates to recover salary increases once it demonstrates that service has
improved.

The Commission believes that the suggested adjustment is not·sufficiently related
to the problem it is asserted to address. We therefore will not make this adjustment. in favor of
incentives aimed at the specific problem and designed to motivate the Company to address and
improve service quality.

D. EQuity Return Adjustment

Finally, Mr. Spinks recommends that the Commission adopt a return on equity at
the low end ofthe range of reasonableness found appropriate by the Commission. He states that
the Company, Commission Staff, and Public Counsel have testified to a range of return on equity
which represents the bounds ofreasonableness on the overall cost ofcommon equity for the
Company. Once the Commission establishes the appropriate equity return range of
reasonableness, he urges that the Commission establish a return at the low point ofthe range in
recognition of the service quality degradation plaguing the Company and its customers. Ex. 602­
T, pp. 17-18.

USWC opposes any Commission action in response to the Company's service
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quality problems. Mr. Okamoto contends that, while the Company's high service standards have
slipped during its restructuring flto meet the reality and dynamics ofa fully competitive
environment," it continues to meet minimum standards. Therefore, no "perfonnance penalties" in
tenns ofa rate ofreturn adjustment are appropriate, especially where competitors are not held to
the same standards. Ex. lOl-T, p. IS.

The Commission has held, in other instances, that it may review service quality in
setting a public service company's rate ofreturn. The Commission in WUTC v. AJdenon­
McMillin Water System. Inc.,13 found that the level, scope, and on-going nature ofthe company's
management and service quality problems argued for a return on equity less than would be
appropriate for a company providing adequate service. The Oregon Public Utility Commissioner
after noting complaints regarding substandard service, unreasonable delays in disposing of out-of·
service reports, and other service related problems established a telephone company's rate of
return in the lower ranges ofthe zone ofreasonableness. 14 Other state public utility commissions
and courts have also held that service quality may be considered in setting a reasonable return on
equity. 15

The Commission will adopt the Staffrecommendation with regard to the
authorized return on equity, not as a penalty but as an incentive to improve customer service. The
Commission expected Company management to meet its commitment to resolve its service
quality problems, and refrained from instituting proceedings and levying fines as service quality
continued to deteriorate. However, the Company has shown no willingness or ability to bring an
end to its customer service problems, and our patience is at end. The rate case consideration of
service quality in setting a return on equity at the lower end ofthe range ofreasonableness is a
well-established regulatory response to documented abuse ofa Company's public service
obligation.

.-
Commission Staff suggests, and we agree, that the Company may petition to have

its authorized equity return adjusted to midrange, and to have revenue requirement adjusted to
reflect the amount ofthe adjustment in this order. The Company will be expected to demonstrate
that its service quality in terms ofheld orders, in terms ofmissed or incomplete appointments, in
terms of repair service in compliance with rule, and in tenns ofcustomer complaints to the
Commission, all have returned to and remain stable at levels comparable with the Company's
experience prior to 1991 and consistent with other local exchange companies within the State.
The petition will be particularly persuasive ifCommission Staffand Public Counsel join in it.

13 Third Supplemental Order, Docket No. UW-911041, August 31, 1992.

14 Re West Coast Teleph. Co., 27 PUR 3d (Oregon, 1958).

IS Re General Telqlhone Co. ofOhio, 68 PUR4th 212 (Ohio, 1985); Re Nori'olk & Carolina
Tel. & Tel., 18 PUR4th 592 (N. Carolina, 1977); Re South Cy. Gas Co.. 53 PUR4th 525
(Vermont, 1983); Pet. ofYoung's Community TV Corp., 442 A.2d 1311 (Vt., 1982).
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The detennination ofthe capital structure and the equity return component are
discussed in specific detail below. This adjustment decreases revenue requirement by $6.5

million.

PART FOUR:

RESULTS OF OPERATION

The parties propose, and the Commission accepts, that the period beginning
November 1, 1993 and ending October 31, 1994 be used as a test period for examining the
Company's operations. It is the latest period for which information has been available throughout
the preparation for and processing of this proceeding. It has been used by all parties as the basis
for their analyses of the Company's performance and condition.

In accepting this test period, the Commission does not find that the relationships
that existed during the period are necessarily representative of the future. The Commission
considers in this order a number ofadjustments that parties suggest to make the test period more
representative offuture relationships. The Commission finds that the 12 months ending October
31, 1994, is the appropriate test period for examination of the Company's operations for purposes
of this proceeding.

The Company starts with a portrayal ofits operations and its property during the
test year in Exhibit 198. The Commission finds that the Exhibit 198 sufficiently reflects the
Company's actual property and operations during the test year to be regarded as the appropriate
starting point for regulatory analysis. It should therefore be accepted for purposes ofthis Order.

Numerous adjustments are proposed, and matters presented for analysis. We
group those16 in the areas ofadjustments to revenues, to operating expenses, those regarding
affiliated transactions, taxes; rate base, and determination of rate of return. In each discussion we
identify our decision's effect on rate base and operating results. At the conclusion of this Part of
the order, we display the results in tabular form to identify the major components ofratemaking
analysis: revenue requirement equals the authorized rate of return times rate base, plus operating
expense.

16 We follow the outline ofissues prepared by the parties. The Commission commends the
parties, especially the Company, Public Counsel, and Commission Staff, for producing the agreed
outline. The outline has assisted the parties in making effective presentations and assisted the
Commission in the thorough and careful consideration ofparties' presentations.
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L Leu' Standards
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The ultimate determination to be made by the Commission in this matter regarding
the Company's rates and charges is whether the rates and charges proposed in revised tariffs are
fair, just, reasonable, and sufficient, pursuant to RCW 80.28.020. These questions are resolved
by establishing the fair value ofrespondent's property in-service for intrastate service in the State
ofWashington, determining the Washington intrastate adjusted resuhs of operations during the
test year, determining the proper rate ofreturn permitted respondent on that property, and then
ascertaining the appropriate spread ofrates charged various customers to recover that return.

The purpose ofa rate proceeding is to develop evidence from which the
Commission may determine the following:

1. The appropriate test period, which is defined here as the most recent 12-
month period for which income statements and balance sheets are available. The test period is
used for investigation ofthe Company's operations for the purposes ofthis proceeding;

2. The Company's results ofoperations for the appropriate test period,
adjusted for unusual events during the test period, and for known and measurable events;

3. The appropriate rate base, which is derived from the balance sheets ofthe
test period. The rate base represents the net book value of assets provided by investors' funds
which are used and useful in providing utility service to the public;

4. The appropriate rate of return the Company is authorized to earn on the
rate base established by the Commission;

S. Any existing revenue excess or deficiency; and

6. The allocation ofthe rate increase or decrease, ifany, fairly and equitably
among the Company's ratepayers.

RCW 80.04.130 places the burden ofproving that a proposed increase is just and
reasonable on the public service company proposing such an increase.

D. Revenues

The Commission's first task in examining results of operation is to determine the
Company's adjusted revenues for the test period.
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USWC's exhibit 198 reflects its actual revenues for the test period, separated for
Washington intrastate jurisdictional operations. Three adjustments are contested: one to give
effect to a Commission-ordered rate reduction after the test year; one to impute revenues ofthe
Companys prior Yellow Page operations; and one to reflect service quality concerns. Other
decisions affect revenues and will be discussed in appropriate segments ofthe Order.

A. Revenue Levels RSA-3 C_I 17

The Company proposes adjustment RSA-3 to reflect a rate reduction that the .
Commission ordered in 1994, during the test period. Commission Staffwitness Twitchell accepts
the Cimpany's adjustment, and makes changes only to give effect to taxes and fees on the pro
forma revenues. The Company accepts Mr. Twitchell's revisions.

Public Counsel witness, Mr. Brosch, contends that adjustment RSA-3 to reduce
local revenues is ~ inappropriate pro forma adjustment because it does not consider offsetting·
factors. He contends that increasing revenues more than compensate for the decreased rates. Mr.
Brosch proposes adjustment C-l, which would increase local exchange revenues to an annualized
level based on the fourth quarter of 1994 rather than the adjusted test year figure.

The Company responds, through Ms. Wright, that Public Counsel's adjustment is
inappropriate. She states that the Company's proposed adjustments to revenue are consistent with
prior Commission orders and that his adjustment is one sided, pointing out that the adjustment
does not annualize toll revenue, which she contends has shown a decline.

Mr. Brosch finds no reason to further adjust toll and access revenues. He indicates
that the primary toll carrier and sale ofrural exchanges adjustments are appropriate and that they
properly adjust the toll access revenues. He points out also that the Companys rate base is
declining and that use of an average figure - which he does not propose to change - operates to
the Company's advantage.

The Commission finds that Mr. Brosch is most credible in his analysis and that the
revenue portrayal with his adjustment most accurately reflects the Companys ongoing operations.
The Commission agrees with Mr. Brosch that the use ofthe test year has to be balanced. The
Commission cannot take one event, the rate reduction, out ofthe context ofwhat is happening in
the entire operation. That is the purpose ofa general rate proceeding. It is our primary duty to
look at relationships among revenues, costs, and rate base as they relate to the future. Ms.
Wright's presentation does not reflect the Company's shrinking rate base. To the extent that toll
revenues are dropping, the Company did not submit an adjustment to reflect that, and the falling
rate base will tend to ameliorate it. The Commission reasons that, therefore, Public Counsel's
position should be adopted and both adjustments accepted.

17 The numbers following each heading refer to the adjustments that are discussed in the
following section. The adjustments are shown both on the appended comparison table and on the
Commission's table of results of operation and rate base following the discussion ofrate base.
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B. Yellow Page Imputation. SA-l and C-3.

PAGE 32

Before 1984, Pacific Northwest Bell, the predecessor in Washington State ofUS
WEST Communications, Inc., published its own telephone directory, including Yellow pages. l

'

Ex. 390-T, p.16. The publishing revenues and expenses were a part ofthe Companys results of
operation for regulatory purposes and constituted a regulatory asset ofthe Company. Effective
January 1, 1984, directory publishing was placed in Landmark Publishing Company. The
publisher is now US WEST Direct (USWD), a division ofUS WEST Marketing Resources
Group, Inc. (MRG). Between 1984 and 1988, the affiliated directory publisher paid annual
publishing fees to USWC, ranging in amount from $14.9 million to $40.5 million. The paYJ!lents
ceased after 1988, according to USWC, " ... because USWC recognized that there was no·
operational or business need for a cash payment to flow between the two US WEST companies:·'
There is no indication that PNB or USWC received compensation other than the publishing fee
for the transfer of the directory business or that it received compensation for the termination of
the publishing fee. USWD is the exclusive publisher ofdirectories for USWC, which provides
billing and collection services exclusively to it. 19

In the Second Supplemental Order, Cause No. U-86-156, the Commission treated
the Directory as a regulatory asset and determined that the public interest requires the full
reasonable value of directory publishing be available to PNB for ratemaking purposes. It found
that the then-current publishing fee was not determined in an arms-length transaction with each
party seeking to maximize return, but deferred adjusting the value until a later time.20

As a condition to the merger ofPNB into USWC, all ofthe parties including
USWC agreed in a signed stipUlation, presented to the Commission and approved, that ifthe
merger were approved, Yellow Page revenues would be considered as though the merger had not
taken place. 21 The order provided that the Commission could modify the arrangement by a future

I' For convenience, because USWC is the successor to PNB and USWD and MRG the
successor to Landmark, references using the current company's name shall be deemed to include
the predecessor entity if required in context because ofthe timing of events, and references to
MRG or USWD are interchangeable unless required by the context.

19 USWD also publishes one directory for customers in the Washington State territory of one
other Company.

20 The Company argues that this order did not become final for procedural reasons involving
the settlement of litigation. Whether or not we treat the order as "precedential,·' we believe that it
expresses a sound analysis and we accept and adopt the analysis as having continuing validity.

21 The settlement agreement reads in part as follows:
6. Directory. A. USWC agrees that the fact ofthe merger has no legal impact

whatsoever on the issue of imputation of revenues to USWC for directory advertising. • • •
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order. The Alternative Form ofRegulation (AFaR) agreement between the Commission and the
Company in 1990 contained an implicit directory imputation calculation.

US WEST opposes the revenue imputation. The Company did provide a
calculation consistent with the order in U-89-2698-F and U-89-3245-P. The Company
calculation yielded an adjustment which would increase operating income by 549.2 million. Staff
witness, Ms. Strain. accepts the method used by the Company but adjusts the inputs to Staffs
level for rate ofreturn and net-to-gross multiplier. Her results would increase net operating
income by $50.6 million.

Dr. Selwyn for Commission Staff recommends that yellow page revenues be
allocated at $4.27 per residential line per month to lower residential rates. He also argues that,
because Yellow Page imputations are intended to subsidize residential service, not USWC's
competitive advantage, and because alternative local operating companies (ALECs) may be able
to take the operati~g revenues such as toll, but will not be able to dent USWC control of
directory revenues, the Yellow Page subsidy should be portable with the residential customer. He
does not explain how this portability would work.

Public counsel's witness, Mr. Brosch, proposes a revenue imputation
approximately $3.5 million larger at the NOI level than Commission Staffs. Public
Counse.IJTRACER calculate the appropriate contribution at $4.76 per residential line, per month.

Ms. Koehler-Christensen presented USWC rebuttal. Her testimony identifies the
level of contribution in current rates as $2.29 per line per month.

We are not convinced that Mr. Brosch's method is more accurate, but believe that
his approach to the calculation may have merit for the future. The Commission does believe that
revenues earned in the State ofWashington should be allocated to the State ofWashington. The
Commission will reject Mr. Brosch's calculation in this proceeding, however, because of concerns
that amounts may be inaccurate.

The Commission finds that the Commission Staffmethod ofcalculating the
adjustment is proper. It is simpler and is more directly tied to the Company's information.
Because the imputation depends on rate of return, we have recalculated it using the accepted rate
ofreturn. The resulting dollar value of the adjustment is $50,934,378 at the net operating income
(NOI) level.

The Company repeats many arguments in its brief that it raised, and the
Commission rejected, at the outset ofthe hearing when the Commission rejected the Company's
motions to remove yellow page advertising revenues from consideration as a matter of law. The
Company also raises some new arguments. The Company cites no Commission or court decision
in any USWC jurisdiction or in any other jurisdiction that specifically accepts any argument that
USWC presents, but notes on reply that a Wyoming statute now forbids imputation.
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1. The Company argues that the advertising revenues are not earned by
USWC, which has transferred the directory publication to an affiliated company. These are
nonregulated revenues, it argues, and not only may the Commission not consider them, it exceeds
its statutory authority and commits a dire constitutional violation by attempting to do so. It
argues that the Commission does not seek to seize the revenues ofother nonaffiliated publishers,
and therefore, taking the USWD revenues is improper and discriminatory. USWC has no more
access to its affiliate's revenues, USWC argues, than to revenues ofnonaftiliated publishers. It
stresses that the revenues are not for telecommunications services, which the Commission does
have the power to regulate.

The Commission rejects this argument. There is no seizure ofrevenues, which are
at all times entirely:.\Jnder the control ofthe affiliate and are never used or directed by the
Commission. Instead, for regulatory purposes in calculating performance, the Commission
imputes the "excess" revenues to USWC results ofoperation The Company agreed that the
merger would have no effect on imputation. The Commission finds the directory publishing
business to be a regulatory asset. Commissions have historically been authorized to impute
revenues from interrelated operations that have been transferred to affiliates, to prevent utilities
from taking profitable aspects and leaving captive utility customers with expenses ofthe operation
but with reduced offsetting revenues from related services.

2. The company argues that, under the decision in POWER v. WUIC, 104
Wn.2d 798, 711 P.2d 319 (1985), the allowable raternaking formula is that the revenue
requirement equals operating expenses plus the product ofthe rate ofreturn times the rate base.
Because affiliates' incomes are not any ofthose elements, says the Company, they may not be
considered in ratemaking.

The Commission rejects this argument. The POWER decision does not forbid
proper and lawful ratemaking adjustments in deriving the levels ofexpense, rate base, or rate of
return. Neither does it forbid reasonable and lawful adjustments in calculating the Company's test
period revenues - a sum that is necessary in order to determine either the excess revenues or the
revenue deficiency that must be met through rates to allow the Company to achieve its revenue
requirement.

3. USWC argues that a regulated utility has the right to conduct a
nonregulated business. The Company cites several Supreme Court cases from the early years of
the twentieth century in support ofits argument, and contends that the proposal to impute yellow
page revenues would violate that right.

The Commission does not disagree with the proposition that a regulated utility has
the right to conduct a nonregulated business. The proposed imputation does not interfere with
USWCIS right to conduct any business it wants, nor does it interfere with its affiliate's right to
conduct any business. The USWC citations are irrelevant to the circumstances.


